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AGENDA | TEM

Characteristics of independent diagnostic testing
facilities and anmbul atory surgical centers
-- Ariel Wnter

MR WNTER As denn said, I'll be tal king about two types
of facilities that focus on different kinds of outpatient
services. One you've heard about before and that's ASCs. The
other type we'll be discussing for the first tinme and that's
i ndependent di agnostic testing facilities or IDIFs. W'IIl be
| ooki ng at | DTFs because they're a growi ng provider of imaging
services and are an exanple of how CVM5S has attenpted to regul ate
t he provision of these services.

So here's the overview of the presentation. First 1'l]
expl ain what | DTFs are and what services they provide. W'l
| ook at the growth of spending for |IDTF services, raise sone

policy questions and think about next steps. Then we'll turn our
attention to a couple of ASC related issues. W'IlIl continue our
anal ysis of the extent to which ASCs specialize in certain
services, which will be useful as we think about the devel opnent
of a new ASC paynent system Finally, we'll discuss the

characteristics of markets in which ASCs are | ocat ed.

A facility that provides diagnostic service that is
i ndependent of a hospital and physician office nust enroll with
Medi care as an IDTF. Later on I'll explain the details of this
definition. Medicare spent about $740 million for |DTF services
in 2002. This includes both program spendi ng and beneficiary
cost-sharing. |nmaging procedures accounted for about 85 percent
of all |DTF spending, or $630 million. The remai nder was
primarily for tests, such as electrocardi ograns and cardi ac
stress tests.

To put this in perspective, total Medicare spending for
i magi ng services paid under the physician fee schedul e was about
$8 billion in 2002. So |IDTFs accounted for about 8 percent of
i magi ng spendi ng.

This chart shows the distribution of |IDTF spending by type
of service. MI was the |argest category at 41 percent, followed
by tests, cardiac catheterization and related i magi ng, other
echography, which is ultrasound, and CT, or conputed tonography.
| DTFs are paid under the physician fee schedule at the sane rates
as physician offices. Under the fee schedul e, Medicare nakes
separate paynents for the technical conmponent and prof essional
conponent of a test unless both conponents are furnished by the
same provider. The technical conponent covers the cost of the
equi prent and non-physi ci an staff while the professional
conponent covers the physician work invol ved.

As you've heard before in other contexts, spending on
i magi ng services paid under the physician fee schedul e has been
grow ng rapidly. It increased by 27 percent between 2000 and
2002. Spending for the portion of these services provided in
| DTFs grew nore than three tinmes as fast during this period. The
fastest growth in |IDIF services occurred anong cardi ac



catheterization and related i magi ng, CT, and nucl ear nedi ci ne.
We identified 2,400 IDTF entities in 2002 using 2002 Medicare
claims. This represented a 35 percent increase from 2000. Each
entity may have nore than one |ocation which nmay be fixed or
nmobil e, such as a trailer. W identified 3,600 separate

| ocations in 2002 which is an average of alnobst 1.5 per entity.

We al so | ooked at what kind of services high-volunme |IDTFs
provided. We wanted to | earn what share of these facilities
specialize in a single type of procedure. That is, they derived
at | east 90 percent of their Medicare revenue froma single
procedure category. W found that only 30 percent specialize in
one category of services, which was nostly MRl or tests.

We al so plan to | ook at the geographic distribution of |DTFs
and the characteristics of nmarkets in which they're | ocated.

The rapid growth of | DTF spending raises the follow ng
guestions. Wy did CVS create this category and how does CMS
di stinguish I DTFs from physician offices? Wat rules does CVS
apply to I DITFs, and how are they nonitored? Medicare created the
| DTF category for freestandi ng diagnostic centers in 1998.
Previously these entities were |largely unregul ated by CVS or the
states. The Ofice of Inspector CGeneral and CMS had found
evi dence of fraudul ent behavior and i nappropriate use of services
by freestanding centers. There were also safety and quality
concerns. Thus, CMS devel oped the |IDTF category and its rules to
address these probl ens.

To el aborate on the definition | gave you earlier, a
di agnostic center is considered to be independent of a hospital
and physician office and thus required to enroll as an IDTF if it
is not a physician practice that is owed by one or nore
physicians or a hospital, if it primarily bills for diagnostic
tests rather than other physician services such as evaluation and
managenent, and if it provides diagnostic tests primarily to
pati ents whose conditions are not treated by physicians in the
practice. 1In other words, it's sole purpose is to provide
di agnostic tests, services to patients who conditions are treated
el sewhere.

A radiology practice is different in nature than other
physi ci an practices because it primarily perfornms and interprets
radi ol ogi cal tests but does not treat patients' underlying
conditions. Thus, CMS applies different criteria when deciding
whet her a radiology practice is a physician office. The
radi ol ogy practice is exenpt fromenrolling as an IDIF if the
practice is owned by a radiol ogist or hospital, the radiologists
provide test interpretations at the |ocation where the diagnostic
tests are performed, and the practice primarily provides
pr of essi onal services of the radiol ogist.

Sonme di agnostic services are exenpt fromthe | DTF rul es.
These are manmography, which is regulated by the FDA, certain
tests furnished by audiol ogi sts, physical therapists, and
clinical psychol ogi sts which do not require physician
supervision, and clinical |aboratory tests which are regul ated by
the dinical Laboratory I|Inprovenent Anendnents.

| DTFs are subject to the follow ng rules which do not apply
to physician offices that furnish diagnostic tests. They're



required to go through an enroll ment process with the carrier in
their your area. They nust have at | east one supervising
physi ci an who oversees the quality of the testing, the operation
and calibration of the equipnment, and the qualifications of the
non- physi cian staff. The non-physician staff nust be |icensed by
the state or certified by a national credentialing body. Al
procedures performed by an | DTF nust be ordered in witing by the
beneficiary's treating physician. And finally, the list of
procedures they wi sh to provide nust be approved by their
carriers.

Before enrolling IDTFs in Medicare, the carriers nust verify
t hrough docunent review and a site visit that the IDTF actually
exists, that it neets the requirenments that we nentioned on the
previ ous slide, that the equipnent it uses is properly naintained
and calibrated. However, CMS does not specify the standards
carriers should use in evaluating the equi pnent.

| DTFs are not subject to ongoing nonitoring such as repeat
site visits except under certain circunstances. The O G plans to
revi ew whet her services provided by |IDTFs are nmedically
necessary, there is adequate physician supervision, and non-
physician are properly licensed or certified. The IGs concern
underscores why we're interested in how these facilities are
noni t or ed.

So where do we go next, both with regards to | DIFs and on
t he broader topic of imaging services? Presumably our
overarching goal is to control growh in the cost and use of
t hese services while at the sane tinme ensuring access to
appropriate high-quality care. This could be a difficult bal ance
to achi eve between these two objectives.

So what tools can we use to acconplish this goal? These
could include sone of the nethods that CM5 uses to regul ate | DTFs
as well as sone of the private purchasing strategies we heard
about earlier. W could also think about incorporating some of
the nethods that the federal governnent uses to regul ate
mammogr aphy and | aboratory services.

Then finally, in what settings should we apply these tool s?
Should they be limted to freestanding facilities |like IDTFs, or
al so apply to physician offices? At the end of the presentation
we'd like to get your feedback on these questions.

Now I'I'l nove on to the ASC topics. For our March report we
tried to characterize ASCs by what services they provide. W
used 2002 clains data to estinmate the proportion of single
specialty and multispecialty ASCs certified by Medicare. This is
an inportant issue changes to the ASC paynent system may affect
single specialty and nultispecialty facilities differently. For
exanple, a large reduction in rates for eye procedures could have
a bigger inpact on an ophthal nol ogy ASC than an ASC that perforns
a variety of procedures. It's also relevant because facilities
that specialize in one type of procedure nay be nore efficient
and thus have a different cost structure than a nultispecialty
facility.

Since the March report we started to track changes in the
m x of ASCs over time and we'd like to share our results with
you. | just briefly want to review our nethodol ogy. W selected



hi gh-vol une ASCs, those that submitted at |east 1,000 clainms, so
that we'd have an adequate sanple size to | ook at, and we | ooked
at their share of Medicare revenue related to each physician
specialty. W define a single specialty ASC as one with at | east
90 percent of revenue related to one physician specialty. The
others we classified as nultispecialty.

Using this threshold we found that about half of ASCs are
single specialty, which is consistent with what an industry
survey has found. 1In the future we nay change our definition to
one based on the type of procedures that ASC s provide rather
than the specialty of the physician providing them This would
be nore consistent with how we plan to categorize specialty
hospitals as you'll hear about tonorrow.

So using 2000 data we identified 750 high-vol unme Medi care-
certified ASCs, and we found that 56 percent were single
specialty, nostly ophthal nol ogy or gastroenterol ogy. By 2002 the
nunber of high-volunme ASCs increased to over 1,200. Wile the
nunber of single specialty ASCs increased, they declined as a
share of all high-volume ASCs to 48 percent. This decline was
driven by a steep drop in the share of ophthal nol ogy ASCs from 37
to 27 percent. During the sanme period Medicare paynents to ASCs
for eye procedures did not increase as fast as paynents for al
pr ocedur es.

I n previous MedPAC reports we've noted that ASCs tend to be
concentrated in specific states. W've now started to drill down
on what variables affect ASC | ocation in specific markets. This
shoul d hel p us better understand the factors influencing ASC
gr ow h.

The first question is what geographic unit best approxi mates
an ASC mar ket area, a county, netropolitan statistical area or
MBA, or a market defined by patterns of hospital use? W
currently have a study underway that uses data on where an ASC s
patients live to help define an ASC market area. 1In the
meanti me, we have used MSA and counties as proxies for ASC
mar ket s and | ooked at the characteristics of areas with different
| evel s of ASC concentration. Qur results from MSA and county
anal yses were simlar so I'll only be presenting the MSA results.

We divided MSAs into quartiles based on the nunber of ASCs
per 1,000 population in each area. W conpared MSAs in the
| owest quartile of ASC concentration to MSAs in the highest
quartile. Areas with the nost ASCs tended to have snaller
average popul ation size, faster population growh, |ower managed-
care penetration, higher poverty rate, and nore hospital beds and
surgeons. There was al nost no difference between high and | ow
ASC areas in ternms of nedian incone, the share of the popul ation
over 65, use of all Medicare services, and beneficiary risk
scor es.

Sonme of these results nmake sense. For exanple, it's not
surprising that ASCs tend to be located in markets with faster
popul ati on growth, which probably indicates a growi ng market for
heal th care services, wth nore surgeons who can do the surgica
procedures, and | ower managed-care penetration which m ght
i ndi cate | ooser provider networks.

However, some of these results are puzzling. For exanple,



we woul d have expected ASCs to choose markets with higher nedian
i ncomes and greater Medicare service use, which mght indicate
stronger demand for surgical services.

We al so | ooked at the rel ati onship between ASC | ocati on and
the presence of state certificate of need |laws that regul ate ASC
devel opnment. I n 2002, 61 percent of ASCs were |located in the 24
states without these requirenments. These states accounted for 57
percent of the U S. popul ation and 56 percent of beneficiaries,
so it doesn't appear that CON | aws by thensel ves play a ngjor
rol e.

For our next steps we plan to use nultivariate analyses to
i solate the inpact of variable while controlling for other
factors. W also plan to the | ook at whether there are common
factors that influence the |ocation of ASCs and ot her specialized
entities such as I DTFs and specialty hospitals.

Finally, we intend to exam ne whet her markets with hi gh ASC
concentration process are associated with greater overall use of
surgical services. This study is part of our specialty hospital

wor kpl an which Carol and Julian will be discussing tonorrow.
This concludes ny presentation and | | ook forward to your
f eedback and di scussi on.
DR. STOMNERS: | just want to make a coment. |If you | eve

out for quality and the physician knows the facility and knows
that it's going to provide essentially the sane service as what
is provided in the hospital, | think one thing that explains this
grow h and that sort of thing that | didn't see discussed in here
was the fact that usually the upfront charge to the patients in
these facilities is dramatically less than what it is in the
hospital. So you may want to get that average charge dat a.

But even nore than that, fromthe patient's perspective, the
copay or anount that -- because it's Part B, or if the patient is
a private pay patient or with sone insurance is dramatically
less. | referred to CAT scan last nonth that was $2,000 in the
hospital, cost a total of $900 in one of these facilities. The
patient's responsibility dropped from $1,000 to $1, 100 down toe
$390. So | just think that part of the growh | know out in the
rural comunity is just the fact that a lot of it is patient
driven. They're convenient. They can get it at a nore
econom cal cost. As we get a broader part of our population that
doesn't have that enployee insurance and all the other things
that they've had in the past this is becom ng nore and nore
attractive as an econom cal place to get their health care done.

DR ROAE: | think while the nane says di agnostic, sone of
the procedures that are done in the diagnostic vendors are
actual ly therapeutic and not just diagnostic, such as getting

coronary angi ogram or an angioplasty. |Is that the case?

MR WNTER | don't see any clains for angioplasties or
stents. Wen they do cardiac catheterization it's just the
angiogram They bill for two things. They bill for placenent of

the catheter and the related inmaging is just an angi ogram
That's what's showing up in the clains.

DR. REISCHAUER It mght be interesting to do a case study
of col onoscopy. Here's sonething that is newWy covered, nunber
one. Certainly is pretty far down on the list of the things that



peopl e want to have done, is pretty far up on the list of things
t hat peopl e should have done and aren't having done, are done in
out patient settings and in ASCs, and probably, although I don't
know, much nore efficiently done in a non-hospital setting,

mean fromthe standpoint of the individual. |It's less of a
hurdle and all that. To |ook at both the amount of this that's
going on in these kinds of settings versus hospitals over a
period of time and see if we can ferret out something. | don't
think you can argue that there's a |lot of inappropriate

col onoscopy going on. So we just get rid of that issue and try
and |l ook at the pure what's left in the market.

MR. HACKBARTH. So this would be a way of testing whether
these new types of facilities are increasing access, and
attractive?

DR. REI SCHAUER. More attractive to individuals, things like
t hat .

MR. WNTER: The | ast couple of times we' ve | ooked at that,
at the trends in site of care for different kinds of services,
col onoscopy is increasing in ASC essays relative to outpatient
department and physician office, but we haven't updated that in
about a year and-a-half or two years, so we could | ook at that
agai n.

DR. REI SCHAUER. W can | ook across netropolitan areas and
see if an infusion of ASCs creates greater utilization.

DR. NELSON: A comment and a question. The conment, |
under stand why these are conm ngl ed, these two categories of
facilities for the purposes of your research. But if this were
to appear in the formof chapters the audiences for it would
al nost certainly say that anbulatory surgical centers are vastly
different fromthan i ndependent testing facilities. One provides
t herapeutic services, the other diagnostic and so forth. So
after the work is done, if it sees the light of day in
publication | would hope that they would be separated in sone
fashi on.

DR. MLLER This was conpletely a conveni ence of organizing
sonme information for the purposes of presentation here. W had a
coupl e things that were responding to questions, couple of things
were getting off the ground. Ariel was doing both of themso we
just packaged it for -- these things are headed to different
hones in the long run.

DR. NELSON: | assuned that that was the case but | wanted
reassurance and thank you for that.

The second is that, | wonder the degree to which these
facilities has growm is a product of managed-care contracts?
Were, for exanple, nmy managed-care entity when | or a menber of
ny famly needs an imaging service we go to one of these and it's
because that's whomthey have a contract with, rather than
sel ecting hospital facilities to contract wth.

That may not be as nuch a factor in Medicare+Choi ce but
their existence and growh may be a product of managed-care
penetration. | don't know and | don't know that it's worth doi ng
a lot of digging to find out, but if there's an easy way to
correlate those two it m ght be interesting.

MR WNTER As we did with the characteristics of ASC



mar kets we're also going to | ook at what are the characteristics
of markets with lots of IDIFs and few | DTFs, and one of those
factors we'll ook at is managed-care penetration. So we can try
to get at that at |east broadly speaking.

MR. MIULLER My question is essentially the sane. |If they
have these costs and conveni ence attri butes, how are private
payers incentivizing the use of them the ASCs, the diagnostic
facilities and so forth? That in a sense is a test case because
t hey have clear financial incentives to do so, if in fact this
steers patients towards a | ower-cost or a higher benefit type of
setting. So if there's any evidence that we have that there's
clear incentives in that nmarket to drive people in this direction
versus the hospital outpatient setting and so forth. That would
be useful to see as an exanpl e of the questions we're asking.

MR WNTER We'll look into that.

M5. ROSENBLATT: | don't know how you get statistically at
this issue but Ray and | were just having a side conversation
here. There is sonething different about these anbul atory
surgical centers in terns of the anbiance versus a hospital.

really think that -- I"Il count nyself in. Depending on what |'m
having done, 1'd rather go to an anbul atory surgical center just
because there's a different environment than there is in a
hospital. | have a feeling |I'mnot unique in that.

MR WNTER We've recently sonme site visits to ASCs in the
D.C. area, two endoscopy centers and a nmultispecialty facility
and they're very nice. M son recently had surgery at an ASC in
Mont gonmery County and it was al so a very positive experience, so
| can see the attraction. Maybe not for him

M5. ROSENBLATT: |'ve been to one in Beverly Hills where it
| ooked nore Iike a hospital spa.

DR ROAE: | don't know nmuch about Beverly Hlls I'"mjust a
guy fromHartford, Connecticut, but | would say a couple -- while

anbul atory surgery centers are attractive and many of themthat's
because they're new because of this growh. They're different in
a nunber of ways. Oten the cost is |ower because the workforce
is not an organi zed bargaining unit whereas in hospitals they
ordinarily are. That's one of the other differences, not that

t hat shoul d gui de our policy one way or the other.

Secondly, there's very little training that goes on in these
facilities. There are very fewresidents in these facilities.
Usual | y when the procedures occur in the hospital outpatient
departnent, the residents are rotating there, et cetera. These
are often in renote | ocations.

| think, thirdly, the patient population is different.

Alice is a good exanple of a healthy, young wonman who can go to
an anbul atory surgery center. A frail, older Mdicare
beneficiary with nmultiple conorbidities is not as well managed
always in that kind of an institution, particularly if the
procedure carries greater risk of an adverse event because of the
condition of the patient.

So before we get irrationally exuberant about these
beauti ful new spas and/or ASC, | think they play a role. It's
okay that there's not nmuch training as |long as there's enough
training, colonoscopies or whatever it is, for the residents to



get the training that they need to be able to take care of

Medi care beneficiaries. They don't need to be there for every
case. So they do play an inportant role, but it's part of the
pi cture and has to be seen as part of the picture.

MR. WNTER: Just to nmake a note here to Jack, our research
on patient mx differences between ASCs and out pati ent
departments supports what you're saying about the frailer and
sicker patients go to outpatient departnents.

M5. ROSENBLATT: If | could just nake one statenent in ny
defense here before | get connected with Beverly Hlls. This is
probably another issue that we need to be careful about. | was
i1l when | went to that Beverly Hills anbul atory surgical center.
It was done under doctor's advice and if | had it to do over
again | would have done the procedure in a hospital, not at the
anbul atory surgical center. So | really do think patients like
nmyself are being sent to the wong venue at tines.

MR. MIULLER: Along those lines, sone of the states that have
nore restrictions on things -- there's a reason that they do
opht hal nol ogy and those nore sinple procedures, is literally you
have one case that goes sour in one of these settings because
sonebody went there and there wasn't the appropriate backup, that
usually then | eads to sonme kind of regulatory fever to stop their
explosion. So | know you don't have as much -- it's kind of hard
to -- your variable is nore CON and non-CON, and |'m not sure
there's any good way of sorting out a variable there that has a
little bit nore power than just the on-off switch of whether you
have CON or not. But sonetinmes you do see that, that the
regul atory climte does change when some nore conplex case is
done and then sonet hing happens.

MR. DeBUSK: From a device standpoint, the roles that
anbul atory surgery centers play today will be conpletely
different in the future because of the research and devel opnent
and the dollars that are being spent today on devices and what
have you is around the 23-hour stay in the surgery center. A
great deal is going on there with that. They' re even doing hips
at Duke University on an outpatient basis now. So that is going
t o change.

MR. HACKBARTH. Anybody el se?

Okay, thank you very nuch



